























































































































purpose of a ceiling is to emphasize small investments (generally
residential rehabilitation) rather than large (industrial or
commercial redevelopment). A "neighborhood" orientation would be

maintained by a ceiling of $50,000.

Exemption Schedule. As long as the floor remains on the

abatement schedule, increasing the percentage of exemption will
only serve to bring the rate of return under option (2) up to the
rate found in option (1l). For the most part, the first option

appears to be more attractive than the second.45

Tax Abatement. The schedule associated with option (2)

is an abatement schedule, in that it applies to the entire value
of the property (excluding land) rather than just to the improve-
ments. With the floor (assessed value cannot be reduced below

the initial value), the schedule cannot function as an abate-

ment measure, but if the floor were removed or lowered, the second
option would become an abatement incentive. Parameters could be
adjusted to achieve any particular rate of return desired for any

particular level of investment.

2. Revenue Bonds

Iowa currently permits cities to issue revenue bonds for
private industrial facilities, and the proposed legislation would
extend that authority to all land uses in a designated revitali-
zation area. Cities can obtain credit for private borrowers at
a rate about 2% lower than these borrowers could obtain directly;
no municipal assets or tax base are pledged to repayment of the
bonds, and the borrower pays off the bond as if it were a long-
term loan.

If an investor needs credit in order to undertake a
revitalization project and the real interest costs or opportunity

costs of funds for investment can be lowered by about two percent-

45 . .

Option (2) becomes preferable for investments such as more
than $280,000 in a building already worth over $1.1 million, or
more than $400,000 in a building worth at least $800,000.

32



age points, then some investment projects will be undertaken
which otherwise would not have been feasible. Concentrating
these investments in revitalization areas might have a substantial
impact under suitable conditions, but these will depend heavily
upon the local context.

Combining low interest credit from revenue bonds with the
tax exemption provisions, or combining these with other grant

and incentive programs provides an extensive and flexible set
of instruments for localities to use in addressing problems of

urban revitalization. Once the instruments are created through
state enabling legislation, localities can determine the mix of

instruments to use for particular problem areas.

DISLOCATION AND CONVERSION

Many examples can be found to show that both public and
private redevelopment efforts have had adverse impacts on the
owners and particularly the tenants of residential and commercial
neighborhoods. 1In an effort to provide a more equitable balance
between the public interest and individual interests regarding
urban renewal, the Federal Uniform Relocation Assistance and
Real Property Acquisition Policies Act of 1970 was passed. This
required relocation assistance payments to persons and businesses
displaced by urban renewal, in addition to compensation for any
other property rights acquired by the public sector. The Iowa
legislation proposes to incorporate similar provisions.

The bill also includes restrictions on rezoning, both
prior to designation as a revitalization area and for five years
afterward. The general problem that these sections address is
the same, but it can be broken into two components: dislocation
of tenants and land use conversion.

1. Dislocation

Although urban "gentrification"--the movement of middle
class people into older blighted urban areas, and the attendant

increase in rehabilitation and property values--has been
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relatively modest in absolute numbers, it has received a good
deal of attention because speculation and property value
increases have meant that previous low income renters could no
longer afford the dwellings they inhabited, or they were dislo-
cated in the process of rehabilitation. This has occurred
entirely, or almost entirely, within the context of private

market activities.

Relocation Assistance Paid by City. The problem of

dislocation is one which exists independently of public programs
which may or may not exacerbate it. At the present time,
relocation assistance is not provided for persons dislocated

by private developers, but is provided for public sector projects.
By adding the relocation payment requirements to the Iowa
legislation, all private rehabilitation and redevelopment that
occurs within an area is brought under the policies that have been
previously applied only to public sector development. Relocation
assistance will be required for some private investment under
revitalization, when that assistance would not have been required
without the revitalization designation.

Some of the problems associated with relocation assistance
are these:

(1) Relocation costs are hard to estimate before the fact
and are often inequitably administered. Under federal guidelines,
relocation can cost up to $4,000 per family in direct payments
plus approximately $300 in administrative services. Iowa City
was required to pay relocation, under urban renewal, to students
who would have moved anyway.

(2) Dislocation caused by public actions clearly calls
for relocation assistance, but the correct policy toward private
displacement is less clear. Under revitalization, the line
between public and private sector action is blurred.

By being selective in which types of activities (e.g.,
residential or commercial, rehabilitation or new construction)
are eligible for tax exemption and other incentives in a revital-

ization area, the city can control the amount of displacement
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that is likely to take place. Imposing relocation assistance
costs on cities will cause them to shy away from areas in which
displacement might be a problem, but the flexibility is available
to allow cities to tackle revitalization without making them-

selves liable for big relocation expenditures.

Relocation Assistance Paid by Private Investor. Distin-

guishing between the issue of the need for relocation assistance
and the issue of who pays for it, an alternative on the latter

issue is the imposition of costs on the private investor.
Definitions of costs and eligibility would be the same, but the

private sector would provide the administrative capacity and
make the payments. Undoubtedly, some level of public sector
oversight would still be necessary.

Private investors are unlikely to engage in projects
that will require much in the way of relocation assistance.
In particular, rehabilitation of existing residential structures
would be feasible only under unusual circumstances. By imposing
the costs of displacement on the private sector, a high level of
protection is provided against the dislocation of low income
residents, but a similarly strong pressure is created to suppress
private investment which might have been undertaken had it not

been for the revitalization program.

Revitalization Benefits Optional Within Designated Area.

To the extent that individual investors within a revitalization
area are faced with both the incentives and the costs, the
resolution of them could be carried out at the level of the
investor rather than at the city level. If, for example, the
investor paid relocation assistance and provided relocation
services, then any investor applying for tax exemption or
revenue bond proceeds would also have to provide relocation
assistance. Those not applying for the benefits would not have
to comply with the restrictions. The current version of the
proposed legislation strongly implies but does not state that all
displacement is covered, whether or not caused by investment

benefitting from revitalization incentives.
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Restriction of Revitalization Benefits to Residential

Properties Only. Instead of, or in addition to, the relocation

and rezoning provisions, another possibility is to limit the tax
exemption and revenue bonding incentives to residential proper-
ties, thereby excluding commercial and industrial land uses from
some or all of the benefits. If the focus of the legislation is
determined to be residential rehabilitation and redevelopment
only, then the incentives may, of course, be made available only
to that type of land use. The legislature may select one type

of use to favor, if it so chooses. Since the incentives would
still be available to residential developers to demolish existing
structures and replace them with higher density units, the

"bulldozing" of people would be only partially affected.

Rezoning Restrictions both Before and After Revitalization.

Another approach to the bulldozing problem is to impose rezoning
restrictions on revitalization as a condition for receiving the
incentives. The current legislation contains such restrictions,
but they only apply to conversions from one major use to another
and not for shifts within a category; a rezoning from single-
family residential to multi-family residential is not restricted.
Table 2 shows that dislocation can be prevented by fairly tight
and precise restrictions on rezoning, but the same thing can
generally be accomplished by imposing requirements for relocation
assistance. Since the necessary restrictions on rezoning would
rather severely limit the flexibility of local policy makers,
relocation assistance would seem to be a better means to the

same end.

2. Conversion

If for some reason there is a desire to prevent the
character of a neighborhood from being allowed to change, or
to prevent the conversion of one land use into another (single-
family to multi-family, residential to commercial), then rezoning
restrictions as described above can be incorporated into the
legislation. Certainly there are individual circumstances that

would argue for neighborhood protection and the prevention of
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Table 2.

Existing
Zoning

Existing
Land Use

New
Land Use

Types of Land Use Change and Controls

Control Measures

low density
residential

low density

residential

multifamily
residential

residential

commercial

same

high density

residential

same

same

same

high density
residential

high density

residential

rehabilitation

commercial

high intensity
commercial
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rezoning restrictions
to include density;
relocation assistance

rezoning restrictions
to include the
requirement that
zoning match existing
use; relocation
assistance

relocation assistance

relocation assistance;
rezoning restrictions

relocation assistance
for business enter-
prises; rezoning
restrictions to
include subdivisions
within the commercial
category



commercial encroachment, but it is difficult to see why such
decisions should be taken at the state level and applied rigidly
to all municipalities.

THE LOCAL DECISION PERSPECTIVE

From the fiscal standpoint of the local community, the
question is whether the increase in the tax base will offset the
short run tax expenditure and other costs. This balance depends
upon how much new investment is induced by the revitalization

program, relative to the investment that would have taken place :
in any event (nonaffected investment). It is almost impossible
to determine--either a priori or after the fact--what new
investment will take place or would have taken place anyway.
Provisions which apply to induced investment must also apply to
nonaffected investment; there is no practical way to distinguish
between them. '

Table 3 lists the more evident benefits and costs that
would be weighed by a local jurisdiction in determining the
feasibility of a revitalization effort. Besides the tax base
increase, benefits include general improvements in the quality
of life for residents, while the debit side includes various
administrative costs plus the loss of taxes on nonaffected
investment. These costs and benefits must be estimated individ-
ually for each revitalization area in each community.46

Assuming that administrative costs can be estimated
with adequate reliability, the decision hinges upon whether the
reviﬁalization incentives will induce enough new investment to
offset the administrative costs and the tax loss on nonaffected
investment. Using the provisions of the bill, a tax rate of
2.5% and a discount rate of 7%, the loss on every dollar of
nonaffected investment is 18¢ and the gain on every dollar of

induced investment is 18¢. This means that for every dollar of

46The fact that the list of costs is longer than the list of
benefits implies nothing about the desirability of revitaliza-
tion; it may well be that the sum of all the items in the right
column is much smaller than the present value of the tax base
increase.
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Table 3. Benefits and Costs from the Local Perspective

Benefits

.

Costs or Disbenefits

long run increase in the
tax base
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taxes foregone on nonaffected
investment

additional assessment workload

relocation assistance payments
and administration

administration of exemptions
(applications, review, tax
bills)

rezoning restrictions

planning

administration of referenda



nonaffected investment that takes place, there must be enough
over 50¢worth of induced investment to cover the administrative
costs of the revitalization program. The 50-to-100 ratio depends

upon the discount rate chosen but not the effective tax rate of

the community. In other words, given the tax exemption provisions

in the bill and a 7% discount rate, at least 50% of the invest-
ment applying for exemption must be induced investment in order
for the community to break even; at a 4% discount rate, the

breakeven threshold drops to 32% induced investment.

PROGRAMS OF OTHER STATES

Many states and cities have enacted and implemented
property tax exemption and/or abatement programs. A recent
study done by The Urban Institute, which surveyed eight cities
in forty states, reports a wide range of such programs being
used to stimulate housing rehabilitation. Because of the
comprehensive and timely nature of this report, it will be
extensively examined here. 1In addition, several specific

examples of states neighboring Iowa will be reviewed.

1. Urban Institute Survey47

The Urban Institute study is primarily concerned with
property tax exemption programs; the report does not provide
extensive information concerning the use of Industrial Revenue
Bonds, which is the second major tool used in Iowa's pending
legislation. The report does, however, provide descriptions of
28 individual cities' programs where property tax exemptions
are combined with a wide variety of other revitalization tools.

Concerning property tax exemptions, the study found that

of the 40 states surveyed:

** Twenty-three states have property tax exemption enabling
legislation. Most of this legislation has been enacted
in the past 5 years. :

47 .

"Cgmparlson and Summary of Property Tax Relief Programs for
Housing Rehabilitaiton," George A. Reigeluth, et al., The Urban
Institute, September 29, 1978, 124 pages.
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** Local property assessment practices must be considered
in evaluating the probable success of tax exemption pro-
grams. Involvement of owner-developers depends to a
great extent on their perceptions of the assessment
procedures of a particular city. Owners may fear, for
example, that by reporting improvements they would be
calling attention to an apparent underassessment
(assessed values are frequently below their legally
mandated levels). Nineteen cities in 9 states (including
Nebraska, Ohio and Wisconsin) have "de facto" property
tax exemption programs (mostly for routine maintenance
and repairs). Nine of these cities are in states that
have exemption enabling legislation. Here, there is no
formal city legislation, but the assessor does not in-
crease assessments for certain improvements. Whatever
the situation, it would appear important to have a well
defined formal property tax exemption policy which is
uniformly enforced so that property owners will know
what to expect.

** Twenty-eight cities in the survey had active property
tax exemption programs.

** Three cities also have property tax abatement programs
where part of the cost of the improvement is actually
deducted from the pre-improvement tax base.

Comparison of the 28 "Active Cities" Programs

x*% Fifteen cities (slightly more than 50%) exempted 100%
of the value of improvements from assessments for 3 to
7 years.

xx Three cities have no predetermined exemption terms.
Instead they work out individual contracts with property
owhers.

** Among the remaining cities surveyed, there is a wide
range of exemption practices. (Boston exempts 100%
for the life of the improvement in certain cases.)

xx The "effective tax rate" of these cities ranges from
.65 to 6.2 percent. Of course, exemption programs
tend to be most effective where the tax rate is high.

*%x Most of the 28 cities "target" their programs
according to:

1) eligible rehabilitation work -- maintenance and
improvement only; conversion to multi-family
only; up to $10,000 per unit only; more than
$2,500 or $5,000 per unit only.
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2) eligible structures -- one or two family
dwellings only; multi-family dwellings only;
dwellings more than 20-30 years old; low value
buildings (the worst housing).

3) eligible persons -- Four cities give preference
to low to moderate income owner-occupants.

4) geographic location -~ Eight cities allow
exemptions only in designated (blighted) areas.

Participation. Data are somewhat incomplete, but in 16

cities where data are available, fewer than 1% of the total

eligible applicants participate in exemption programs.

x*% Of the three cities with participation rates greater
than 1%, two have very deep exemption/abatement
subsidies and one supplements the exemption with
other subsidy-type programs.

** Where information exists (10 cities), the
characteristics of participants vary greatly. Some
cities have mostly middle to upper income participants,
others have a preponderance of absentee investors,
and in two cities the participants are mostly low to
moderate income owner-occupants.

*% Factors which affect participation include program
design, extent of the exemption subsidy, housing
market conditions, local property tax system, and
the nature and extent of other related revitalization
programs operating in the area.

A subsequent paper, which may be completed in the near

future, will attempt to explain and analyze the effectiveness

of specific programs.

2. Other Programs and Proposals

Several specific examples may be of assistance in demon-
strating the range of tax exemption/abatement and other programs

being used in other states.

* * Legii%ation which was recently summarized in Urban
Land indicates that "In Missouri, the 1949 State

Urban Redevelopment Corporation Law enables cities

48Cheryl Baxter, "Economic Development and City Revitalization,'
in Urban Land, Vol. 37, No. 8, September 1978, p. 1l6.
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over 350,000 to create redevelopment corporations
empowered to grant a 25-year tax abatement in blighted
areas. Improvements are not taxed during the first
10-year period.... Taxes during the next 15 years are
based on a 50 percent valuation of the developed
property."

*% Indiana allows no increased property taxes on assessed
value of improvements during the first year and
gradually increases to 100% in five years.

*x In Michigan, legislation has recently been enacted which
permits exemption of property taxes for the restoration,
replacement or construction of commercial facilities in
special zones.49

Finally, a number of recommendations have been made which

would supplement property tax exemptions. A good summary of
such recommendations is found in a recent study done by the

California Public Policy Center.50

This study suggests that
the variety of policy instruments available should be combined
in such a manner as to coordinate the resources of all the
"principal actors... owners, tenants, financial institutions
and governmental agencies" who must work together and foster

"a basic desire on the part of the community to sustain itself."

49Community Planning Report, Vol. IV, No. 35, October 2, 1978,

p. 334.

50Saving Neighborhoods, Programs for Housing Rehabilitation and
Neighborhood Revitalization, Cary D. Lowe, California Public
Policy Center, March 1978.
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COUNTERINCENTIVES TO URBAN REVITALIZATION

For several decades there have been suggestions that
suburbanization and sprawl have been at least encouraged by
government policies, if not primarily stimulated by them.51
In regard to revitalization, the argument is that less revital-
ization takes place because the investment that might have
occurred in urban areas is redirected toward the fringes of
urban areas. Thus one major policy strategy for encouraging
urban revitalization would be the correction of existing policies
that are biased toward sprawl.

To the extent that such biases can be found, they are
generally the result of side effects from programs designed for
other purposes. Low interest mortgages for the purchase of
single-family homes, highways that improve access and goods
movement, sewage treatment facilities that improve water guality,
and tax policies that protect family farming may all create
systematic incentives for rural fringe development at the expense
of urban areas. Although the existence of unintended side
effects is plausible, there has not been enough research on the
impacts of most of these policies to be able to evaluate how
strong the effects are. The possible incentives to sprawl listed
below are developed to the point of being reasonable hypotheses,
but they are not necessarily established relationships.

Based on the survey undertaken for this report, most of the
programs that appear to encourage sprawl originate at the federal
level or at the local level. To the extent that there are
inconsistent policies, they are between different levels of
government or within levels other than the state level. The
list is by no means exhaustive, and it is offered in the hope
that it will lead to further thought.

1. Highway Subsidies

Viewed as a public service, streets and highways are for the

use of everyone and everyone benefits from them, either directly

51A recent group of examples can be found in the Journal of the
American Institute of Planners, 41, 6 (November 1975).
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or indirectly. Unfortunately, this view is misleading, because
the benefits of travel are almost entirely captured by the user,
and failing to make the user pay the full cost creates an incen-
tive to overuse the service. Roughly a third of the road mileage
in Iowa sees fewer than twenty vehicles per day, and almost all
of this mileage is in rural areas. Yet they are sprinkled with
non-farm residences, whose occupants commute to some urban area,
while the roads are maintained largely at taxpayer expense.
Roughly 60% of the expenditures on county roads comes from
property taxes, paid in part by agricultural landowners.52

Expenditures tell only part of the story. If a private
enterprise were operating the highway system, it would have to
pay property and sales taxes and earn a reasonable rate of return
on the land used for transportation purposes. Measured against
this criterion, highway users pay only about 10% of the full
social costs of the facilities. Thus all highways are heavily
subsidized from the user's point of view, and the result is that
residences, workplaces, and shopping areas are considerably
farther apart than they would be if the highway user were charged
for the full costs of the service. Most of this subsidy is
granted at the local level, although there are state and federal
policies which tend to limit the amount of discretion localities"
have in correcting this inefficiency.

2. Housing Finance

Direct grants for single-family housing, low-interest
mortgages such as FHA loans, the deductibility of interest
payments for income tax purposes, and the preference of private
lenders for new suburban development versus older urban neigh-
borhoods have all contributed greatly to the tendency for urban
areas to spread out. Each of these policies contains a bias

toward greater consumption of land, especially suburban and
fringe land.

52Douglass Lee and Steven Kautz, "Highway Financing in the State

of Iowa," Technical Report 84 (Iowa City: 1Institute of Urban
and Regional Research, The University of Iowa) March 1977.
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3. Sewerage and Sewage Treatment Facilities

In the name of pollution control, EPA has provided grants
of 80% of the costs of new treatment and collection facilities
to localities across the country. While the goals are laudible,
the subsidy mechanism for achieving them creates a distortion
in the pricing of collection and treatment that again lets the
fringe dweller avoid most of the real cost. As with highways,
the benefits are captured primarily by the user, and the
environmental objectives could better be accomplished by devel-
opment standards and effluent charges. Urban taxpayers--
nationally as well as locally--are paying for these extensions.
EPA did not start this trend, since localities have long been
charging new hookups at average rather than incremental cost,
but the EPA program came along at just about the time that

growing areas were beginning to correct their pricing policies.

4. Tax Base Inequities

There was a time when dynamic cities had sufficient wealth
to tax that siphoning off some of that tax revenue to give to
rural areas did not seriously affect the economic health of the
cities. Nowadays, the suburbs are generally the jurisdictions
where wealth is manifest, and older urban areas cannot tap this
source of revenue. Even in small urban areas, growth takes
place in low tax areas outside incorporated municipalities, while
the residents of these fringe areas still rely upon the sources
of employment, income, and culture available in the urban areas.

For public services that generate benefits for a large
community, the tax base used to pay for those services should be
approximately consonant with the service area. In general, if
a person can still enjoy the benefits of services provided in an
urban area, he or she should also contribute toward paying the
costs. If the service primarily benefits the persons consuming
it (e.g., highways and sewers), then the costs should be reflec-
ted in the price of the service; if the service creates general
benefits (e.g.,veducation, general government), the beneficiaries

should be included in the appropriate tax base. Tax base sharing
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is one way for the artificial barriers of fragmented municipal
incorporations to be overcome; annexation is another way.

The effect is exacerbated by the preponderance of tax-
exempt property located in the center of urban areas. To the
extent that churches, schools and other public and semi-public
activities serve an area that is larger than the tax jurisdiction
in which they are located, residents of that jurisdiction are
forced to make up the missing tax revenues. The tax burden can

be escaped while still enjoying the services by moving outside
the jurisdiction.

5. School Busing

Primary and secondary education creates general benefits
for everyone in a community, whether they have children or not,
and a general tax base (property or income) is a suitable instru-
ment for financing this education. To some extent, it is
necessary to adjust funding formulas to take into account special
cost problems that some urban districts may have, but the state
and local mechanisms are mostly available for this. Transporta-
tion, however, is a separable component, and it may be necessary
somehow to incorporate these costs into the tax structure. As
things stand at present, the per-pupil cost of transportation is
much higher for rural residents of a school district, while urban
property taxpayers end up paying the bill.

6. Utility Extensions

Similar to highways and sewers, water and power services
are generally provided to rural residents at a cost that does
not reflect the value of the facilities that they alone occasion.
Although these utilities are more or less self-supporting (in
contrast to highways and sewers), the cross subsidy from easily
served (urban) customers to less easily served (rural) customers
is still an inefficiency that encourages more dispersal than
would be socially optimal.
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7. Agricultural Tax Preference

Taxing agricultural land on a basis that is lower than what
urban land users pay may improve equity in the distribution of
the tax burden and may help to protect prime agricultural land
in some cases, but it also allows real estate developers to
speculate in fringe or even urban land without bearing the full
cost, while forcing development to spread out to more distant
sites. Ideally, the cost of developing agricultural land that
is removed some distance from an urban area should be prohibitive
because of the cost of extending necessary urban services, while
the cost of keeping developable urban land in agriculture would
be high because of the value of the land for other uses. Existing
tax policies tend to distort this pattern of land prices and

taxes.

This list of potential or real incentives toward sprawl is
only a beginning, and a good deal of hard theoretical and
empirical analysis is needed before strong conclusions can be
drawn about their effects on urban development and revitalization.
Even if some of the effects are minor, however, the extensiveness
of the list strongly suggests that a host of programs and policies
are systematically pushing investment away from urban areas and
into the fringes. Any revitalization program must struggle up-
hill against the counterpressures of subsidized sprawl, and the
fastest route toward revitalization may be to remove the counter-
pressures as well as to build up new programs to offset them.

The benefits of existing programs to rural and agricultural areas
can be retained while eliminating the incentives that cause urban

areas to spill out onto good agricultural land.
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